Abstract. This article mainly studies the selection of the intermediate target in China. It does a comprehensive analysis of broadly defined money supply index (M2) from its test-ability, control-ability, relevance and interference immunity, and finally comes to the conclusion that whether the M2 should still be the intermediate target of monetary policy or not.
Introduction
The intermediate target of monetary policy refers to the scalars between operation index and the ultimate goal in the conduction mechanism of monetary policy, which will change immediately and be observed directly when the central bank implements a monetary policy, and whose changes can reflect the expected changes of the ultimate goal. Since 1998, China has always chosen M2 as the intermediate target of monetary policy. But with the development of China's financial market and the innovation of financial products, this indicator has gradually become incompetent to act as the intermediate target of monetary policy. Based on this background, this article aimed at analyzing the effect of M2 from its test-ability, control-ability, relevance and interference immunity. It will be helpful to explain concrete economic problems of our country by developed countries' theories and logic, expand and deepen the theory of monetary policy's conduction mechanism, select the intermediate target and establish the system info meeting our current situation well.
Theory of China's Intermediate Target of Monetary Policy
The research on the selection of china's intermediate target of monetary policy can be divided into two perspectives. Some scholars confirmed that M2 was the most suitable intermediate currently through the comparison of M2 and other indexes, for instance, size of loan, inflation rate and interest rate. All the studies expressed their views about whether M2 still fitted the intermediate target of monetary policy well or not, and most of them came to the conclusion by comparing M2 with other indexes. However, these studies were mainly correlation research. It's necessary to analyze the index comprehensively from its test-ability, control-ability, relevance and interference immunity.
Data and Procession
This paper applied data ranging from Jan 1998 to Feb 2015. All data were from the statistic database of Chinese Economic Information Network, Report on the Work of the Government and the People's Bank of China Yearbook.
When analyzing its control-ability, annual data of the target growth rate and the real growth rate of M2, from 1998 to 2014, came from Report on the Work of the Government and the People's Bank of China Yearbook, were used. The control-ability of M2 would be measured by the difference between the two data series.
When analyzing its relevance, monthly data about the Consumer Price Index (CPI) and the M2 from Jan 1998 to Feb 2015 were used. These data were collected from the statistic database of Chinese Economic Information Network. In this section, E-views would be used to do the correlation analysis. Because the M2 was the intermediate target of monetary policy and the CPI could represented the ultimate goal of monetary policy, the correlation between the M2 and the CPI could reflect the relevance of the intermediate target and the ultimate goal.
Analysis of Test-Ability
First of all, there are kinds of financial instruments whose liquidity are different and difficult to measure, which increased the difficulty of the statistics of the M2. Secondly, the diversification of financial instruments, as well as the prosperity of commercial banks' financial products, makes the diversion of deposits more serious. These assets are playing a role of money more or less, while never been brought into the statistics of money supply. Finally, the rise of the shadow banks and the internet financial industry are also increasing the difficulty of statistics.
Therefore, the test-ability of the M2 has been significantly reduced in the current economic environment.
Analysis of Control-Ability
This quality can be judged by the difference between the target rate and the real rate of growth of the M2. Results analyzed according the data from 1998 to 2014 are shown in the fig. 1 . Because of the large base of China's M2, the tiny difference between the two data series will also affect the macro-economy to a great degree. According to the figure 1, it can be seen obviously that the real rate of growth can't fit the target rate of growth well. There are only 7 years when the difference between them is less than 1%, and just 2 years less than 0.5%. Besides, the difference in recent years is bigger than previous years.
All these have revealed that the control-ability of the M2 is not too optimistic.
Analysis of Relevance
Due to the huge credit in 2009, a high fluctuation occurred on the M2. Adding the 2009 data may cause an inaccurate result, so we remove this data. At the same time, 2009 as the cut-off point, the whole data are divided into two periods, before 2008 and after 2010. Then changes of the correlation degree of the M2 and the CPI can be observed by regression analysis of the two groups of data.
Record the data of M2 and CPI from 1998 to 2008 as X and Y, from 2010 to 2015 as XX and YY, respectively. In order to eliminate data nonstationarity, we used logarithmic variables, which are record as LOGX, LOGY, LOGXX and LOGYY, respectively.
First, using ADF unit root test, the result shows that the four logarithm series are nonstationary but the first difference are stationary, so it is integrated of order one. Then, based on Co-integration test, co-integration relations can be found between the first difference of LOGX and LOGY, as well as the first difference of LOGXX and LOGYY, which reveal that there existed an stable correlation between LOGX and LOGY, also between LOGXX and LOGYY. At 5% confidence level, the test results are shown in Table 1 . 
The second is the Granger Causality test. LOGX is the Granger cause of LOGY when lagging 12 order, while LOGXX is the Granger cause of LOGYY when lagging 14 order, which means that the change of M2 can explain the change of CPI during both the two periods, but the second group lags slightly longer than the first one. Results of the test are shown in Table 2 . Then the method of OLS is used to do a regression analysis between LOGX and LOGY, and between LOGXX and LOGYY, respectively. Table 3 shows the probability of t-Statistic, probability of F-Statistic and R-squared of the two groups of data. By observing their Prob (t) and Prob (F), it can be revealed that M2 and CPI are related during both the two periods. But observing their R-squared, it can be seen obviously that M2 does not fit CPI as well as before.
Thus, conclusion can be touched that M2 is still an effective intermediate target of money supply in recent years, but its effectiveness has been reduced than before.
Analysis of Interference Immunity
According to the basic model of money supply, m B M S = , the money supply will be influenced by both the amount of base money and the money multiplier. However, the rapid changes of China's financial market and the complex interaction between the financial products will make it possible that the same economic behavior affects the money multiplier differently. This causes the M2 more likely to be interfered by non-policy factors. Also, the interference immunity of the M2 will be reduced.
Conclusion
This article, connected with the national condition of China and combined with macro-economic data in China, analyzed whether the M2 should be used as the intermediate target of money supply in the present. On the one hand, through the analysis of the test-ability, the control-ability and the interference immunity, conclusion can be drawn that these qualities of the M2 are weakened to a certain extent in the current economic environment. On the other hand, through the analysis of the relevance, it can be seen that there is still a correlation between the M2 and the ultimate goal of monetary policy. In our opinion, M2 is still an effective intermediate target of monetary policy, although the macro-economic environment is bad for it. In the short term, China should still use the M2 as intermediate target, and in the long-term, it's possible for China to do some adjustments on the intermediate target of monetary policy.
